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505 N. Brand Blvd., Suite 1400, Glendale, CA 91203
(818) 543-5327  FAX: (818) 545-0954  doug@wspa.org  www.wspa.org

Western States Petroleum Association
Credible Solutions  Responsive Service   Since 1907

Douglas F. Henderson
President

Via e-mail to pperez@energy.state .ca.us

March 1, 2002

California Energy Commission
Attn.:  Pat Perez
1516 Ninth St., MS 23
Sacr amento , CA  95814

RE: “Possib le Impacts of MTBE Phase out on Gasoline Supplies” Workshop

Dear Mr. Perez:

On behalf of the Wester n States Petroleum Association (WSPA), I am writing in response
to the CEC ’s February 19 Pub lic Workshop on potential impacts of the MTBE phase out on
gasoline supplies in the state.  We appreciate the important role your agency is playing with
respect to monitoring the transition to MTBE-free gasoline in the state.

Many of the questions posed in the Committee workshop notice cannot be addressed by
WSPA, as these must be responded to by our companies individually.  In this letter WSPA has
provided a review of some of our principles relative to the MTBE phase out, and has also
provided initial comment on several items we believe your consultants excluded from their
analysis.  WSPA is also reviewing the Stillwater contractor presentation in detail, and will be
ab le to provide additional comments on the study’s assumptions and analysis in the near future.

WSPA continues to believe strongly that relief on the federal oxygenate mandate will
provide much needed flexibility to our industry.  It is critical that the state ’s agencies provide
consistent and renewed suppor t to the governor on the oxygenate waiver lawsuit currently before
the cour ts .  As you know, WSPA has inter vened in the lawsuit and we belie ve an expedient
resolution to the suit in our favor will help offset some of the consultants ’ predicted scenarios.
Contin ued pressure on the federal government to institute a national oxygenate waiver may be
more productiv e than a waiver for California alone .

While the Association has no position with regard to a proposed delay in the phase out
deadline , we contin ue to state that our industry will comply with the law regardless of the date .
Consistent with our comm unication with Gover nor Davis on November 7, however, if there is an
extension to the phase out date we would like to recommend it be set at the end of December
rather than the November date recommended by the consultants . A general comment on recent
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events is that our industr y, and others , needs to ha ve regulatory cer tainty, particular ly where
significant changes to our operations are required.   Contin ual changes in gover nment directives
leads to investment uncer tainties , which in turn can lead to project delays and market dislocation.

The consultant ’s presentation also contained two aspects we previously commented on
with the administr ation but they bear repeating.  The first involves a conclusion by the
consultants that souther n California is the most impacted.   WSPA encour ages the CEC to view
the MTBE phase out implementation prog ram from a state wide, rather than a regional,
perspectiv e.  WSPA does not suppor t a regional implementation of the phase out, or alter natively
a par tial or phased implementation.   CEC pre viously noted that neither of these scenar ios were
feasib le and posed significant risks of supply disr uptions .  Similar ly, there was mention at the
workshop that the consultant ’s predicted prob lems were largely seasonal in nature, and perhaps a
solution would be to treat summer and winter fuel differently – WSPA disagrees with this
concept.

WSPA continues to share the state ’s goal of ensuring a smooth transition to MTBE-free
gasoline .  During the Febr uary 19 workshop , conflicting testimony was provided about the extent
of MTBE contamination in the state .  WSPA recommends your agency, along with other
appropr iate state agencies , study these varying pronouncements and update the data on MTBE
contamination in the state.

Comments were also proffered at the workshop relative to the possibility that additional
gasoline volume would be availab le if ethanol were to be blended at 10% by volume instead of
the projected 5.7% (2% oxygen by weight).  The Predictiv e Model (PM), however, se verely
penalizes oxygen contents abo ve 2%.  It has been suggested that incor poration of additional data
de veloped by AAM since the last revision of the PM would flatten the prob lematic response ,
thereby making it easier to blend ethanol.  In reality, the impact of the AAM data on the PM can
be expected to be small, and AAM has itself stated that it is not clear that model changes are
warranted based on this data.   We would be happy to provide more details of our analysis if you
wish, however we want to ensure you are clear on WSPA’s opposition to this concept.

In terms of gaps in the analysis, the consultant’s study and report fail to identify and evaluate
the impacts of major federal, and some state , actions on gasoline supply in California.  The study
should deter mine the impacts of these actions on 1) California refinery production and, 2) the
projected supply and price of impor ted CARBOB and blendstoc ks from non-Calif ornia sources .
The consultant should evaluate how these federal and state actions impact gasoline supply both
in the shor t-ter m (if the MTBE phase out deadline of 12/31/02 is retained) and in the longer-term
(in the timeframe of the consultant ’s recommended delay to 11/2005).   The major federal actions
referred to are:
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a)  Potential feder al legislation (eg. Daschle S. 1766) that could, if passed:
-eliminate MTBE nationwide within 4 years (by 2006)
-eliminate the minimum oxygen requirement in EPA RFG (either uniformly or at
State/Go ver nor ’s request)
-add a national renewab les requirement of 2.0 billion gallons star ting in 2003 that
escalates ann ually to 5.0 billion gallons by 2012
-provide greater flexibility for RFG opt-in

b) Var ious existing MTBE bans in other states (eg. New York ban effective 1/1/2004)
c) EPA’s adopted Tier 2 gasoline sulfur regulation
d) EPA’s highway (on-road) diesel sulfur regulation
e) EPA’s Mobile Source Air Toxics regulations that establish refinery-specific limits on RFG

and con ventional gasoline toxicity.

Another area the consultants appear to have missed is the impact of the scenarios on third
par ty terminals and independent mar keters .  It was difficult from the workshop to ascertain what
assumptions the consultants had made in se veral instances , so clearer explanations of these
assumptions w ould be helpful.

Overall, WSPA would agree with some of the statements made at the workshop relative to
the fact that California’s gasoline regulations ha ve created an “island ” effe ct which mak es the
California refiners products less fungible.  We would also agree with the consultant that there
exist se veral barr iers to additional gasoline supply, for example:  Title V oper ating per mits , union
contr acts , en vironmental justice requirements , subsidization of alter native fuels , SCAQMD’s
rule 1178, actions by the por ts to restr ict bulk product movements , and others .  WSPA will be
providing a more complete analysis of the barriers our industry faces in the near future.

In closing, I would like to emphasize the need for a decision soon on the MTBE phase out
deadline since our companies only ha ve 9 months under the current Executiv e Order .  As always,
a high level of certainty is essential for the marketplace to continue to function smoothly. WSPA
and its’ companies look forward to working with CEC to ensure a smooth transition to MTBE-
free gasoline.  If you have any questions , please feel free to contact me any time.
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MTBE PHASE-OUT PUBLIC HEARING
FEBRUARY 19, 2002

Questions put forward to CEC Staff and Consultants

Mr. James White, of White Environmental Associates
•  Wouldn't it make sense to revisit the basis of the Governor's

decision in the 1998 University of California MTBE study?

•  Should California be risking these higher prices?

•  Why are we still continuing down this path that's leading to greater
gasoline costs and continuing uncertainty when there are new
regulations establishing inspections of each underground storage
tank once a year?

Michael Greene, of CDS Consulting
•  Why don't you just phase out gasoline and replace it with E85?

•  Is there anything California can do unilaterally to increase fuel
efficiency standards in automobiles?

•  What is the estimated cost of the mitigation of the environmental
degradation that will occur from the continued use of MTBE over this
rollback period?

•  What is the cost of the stranded investments of ethanol producers
not only in other parts of the country, but in the State of
California?

•  What is the estimated public cost of the removal of the barriers to
fuel imports.

•  Your assumption was that it was required, or would be required to be
used in every place in the State of California.  How will your
projections change as a result of tweaking the formula?

Steven Smith of Phillips Petroleum
•  I think the consultant certainly expressed that -- a hope and a

desire that the Longhorn Pipeline would be obviously in place and
the Kinder Morgan System would be looped.  I think that's a pretty
big assumption at this point.

•  I would encourage the consultant to also look at federal legislation
in place.

•  We question whether the supply/demand picture would truly be any
better two to three years from now.

•  Some suggestions for the consultants would be to take a little
deeper look at the action we've taken already.



Brooke Coleman, of Renewable Energy Action Project
•  Why bio-fuels were not considered a part of the solution to this

problem?

•  I have a general question about whether there is a specific reason
for not including some very serious costs to consumers related to
not just pump prices, but public health and clean-up, as well.

Jay McKeeman, of California Independent Oil Marketers
Association
•  I feel have not been addressed adequately in the report, and one is

the issue of unbranded supply in the state.

•  I am concerned that there is a fair amount of assumption that
everybody's going to have oxygenated fuel.

•  I would suggest that you take a look at our class of trade and
understand the economics of what a ban might do to us.

Elisa Lynch, Bluewater Network
•  We wonder why the consultant hasn't considered a decrease in demand

as a solution?

•  Why haven't you considered the cost of MTBE use, continued use for
three more years?

Christine Stackpole, Associate Director of the Downstream
Oil Cambridge Energy Research Associates - email letter
•  Comment on the actions taken to date within the California and

downstream industry to prepare for the phase-out?

•  What is the status of this, and what is the status of any terminal
conversions to begin accepting ethanol?

•  Where is ethanol being used in California?

•  Why is it currently economic to blend some ethanol if there is
excess MTBE availability?

•  Is the challenge presented of storage capacity one primarily of
added cost that the industry will have to incur, or one of time
needed to add the necessary storage?

•  How significant is the cost of adding new tankage?



Mr. Peters
•  I think it is appropriate for the Energy Commission to give

consideration to California taking a stand and providing a
flexibility to California's refiners?

•  We would suggest that it is appropriate for every pump in the State
of California to have a sign on it so that the public knows what
they're buying.

Bruce Heine, of Williams Energy Services
•  If it's possible to allow a greater percentage of ethanol, that is

quite common for the rest of the United States, to allow that here
in California, then that seems to me to be a reasonable request to
re-look at that through the Air Resources Board's current
regulations.

•  I would encourage Staff and those that wrote the report to take a
look, and if ten percent blends were allowable here in California,
what that would do to the implications of your overall end results
and your end recommendations.

Nick Economides, of Hart/IRI Fuels Information Services
•  We think that it may be advantageous for California to see what the

national picture emerges, and to determine how California's best
interests would be served in that scenario of supply and demand,
before moving forward with that action.

•  If you could comment on the availability of ships and the logistics.

Mr. John King of the California Farm Bureau Federation
•  So I would like to suggest, and perhaps ask the study group if

they've exhausted all their study potential as to what needs to be
done to fill this logistic gap, whether they feel that more work can
be done on the logistics side of getting the ethanol here to
California.

Mike Tinney, Tinney Associates
•  Why not recommend a change in the specs?

Mr. Matt Williams, a resident
•  Is there any reason why there isn't a scenario with ten-percent

ethanol as was used in the rest of the county?

•  Recommend a fourth scenario examining the impact of ten- percent
ethanol blend so that we can see what the full economic impact is.



Steve Shaffer, Department of Agriculture
•  The predictive model needs to be addressed, and needs to be a part

of the analysis.

Neil Koehler, with Kinergy Resources for the Renewable
Fuels Association
•  Ten percent ethanol blends, it is possible in the predictive model,

as has been mentioned by the consultants, it is difficult under the
current model to blend in ten percent ethanol. We need to take a
look at the newest data and then recalibrate.

•  The Energy Commission reports document that from 200 million to 3.7
billion gallons, of ethanol potential exists from Californian.
Encourage the consultants here to incorporate that into further
fine-tuning of this analysis.

•  In the meantime, is there any reason why, if there is to be an
extension, we shouldn't consider that to be only for summertime use,
and that we have an MTBE ban in the winter months?

Mr. Chad Tuttle Kern Oil and Refining Company
•  Kern Oil supports the key findings of the report that gasoline

supply shortfalls will occur if the MTBE phase-out were to procedd
as scheduled.

•  Kern supports at least a ten-month extension of the MTBE phase-out
deadline.


